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SUBJ: CENTRAL BANK GOVERNOR'S COMMENT ON RECENT DEVALUATION 
OF LEBANESE POUND 

REF: BEIRUT 13652 

1. (BEGIN SUMMARY) IN A FRANK AND CONFIDENTIAL DISCUSSION 
WITH EMBOFF CENTRAL BANK GOVERNOR (SARKIS) REVIEWED BACK- 
GROUND PROMPTING RECENT CENTRAL BANK INTERVENTION TO 
DEVALUE LEBANESE POUND IN TERMS OF U.S. DOLLAR. BASIC 
CONSIDERATION WAS NECESSITY TO TAKE STEPS TO IMPROVE 
COMPETITIVE POSITION OF LEBANESE INDUSTRY IN FACE OF 
ANTICIPATED INCREASINGLY DIFFICULT TIMES AHEAD. (END 
SUMMARY) 

2. RECALLING THAT LEBANESE POUND IN RECENT YEARS HAD 
APPRECIATED BY ABOUT 27 PERCENT AGAINST A MIX OF EUROPEAN CUR- 
RENCIES. AND EVEN MORE SO VIS-A-VIS THE U.S. DOLLAR AND 

THE POUND STERLING, SARKIS REMARKED THAT FURTHER 
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ON LEBANESE INDUSTRY AND SERVICES. ALREADY IN 1973 
THERE WAS A CURRENT ACCOUNT DEFICIT OF LL 375 MILLION, 

WHICH EXCEEDED THE TOTAL CURRENT ACCOUNT DIFICIT OF 
THE PREVIOUS SIX YEARS. MOREOVER, MANY OF THE BANKS 
WERE SPECULATING ON A FURTHER DROP IN THE DOLLAR BELOW 
LL2.20. ADDED TO THIS SITUATION WAS THE JUDGEMENT THAT 
THE FUTURE HELD IN STORE THREE DEVELOPMENTS WHICH 
WOULD PLACE EVEN FURTHER STRAINS ON THE ECONOMY. THESE 
WERE A) THE OPEING OF THE SUEZ CANAL; B) THE DEVELOP 
MENT OF INDUSTRY IN NEIGHBORING ARAB STATES, AND C) 

THE HUGE INCREASE IN THE COST OF CRUDE IMPORTS ONCE 
THE AGREEMENT WITH IRAQ OF 1.5 MILLION TONS ANNUALLY 
(AT ABOUT $3 PER BARREL) EXPIRED AT THE END OF 1975. 

IN ORDER TO ENABLE THE ECONOMY IN GENERAL AND INDUSTRY 
IN PARTICULAR TO ABSORB THESE ANTICIPATED DEVELOPMENTS, 
SOME RELIEF TO EXPORT-ORIENTED INDUSTRY WAS REQUIRED NOW. 
A GOAL OF DEVALUATING THE LEBANESE POUND BY 7 OR 8 PERCENT, 
I.E., LESS THAN THE 10 PERCENT INTEREST PAID ON DOLLARS WAS 
CONSIDERED REASONABLE, AND HEAVY INTERVENTION (ABOUT 
DOLLARS 550 MILLION) MADE TOWARD THAT END. AS A RESULT, 

THE DOLLAR ROSE TO ABOUT 2.33 AND HAS HELD AT THAT 
LEVEL WITHOUT FURTHER INTERVENTION. 

3. SIRKAS CLAIMED HIS MEASURES HAD THE OVERWHELMING 
SUPPORT OF THE INDUSTRIAL COMMUNITY (WHICH IS NO DOUBT 
TRUE). OTHER SECTORS WERE LESS HAPPY BUT HE CONSID- 
ERED THAT THE COUNTRY'S INDUSTRIAL DEVELOPMENT MERITED 
FIRST PRIORITY. HE COMMENTED THAT HE WAS GREATLY 
DISTURBED BY WHAT HE CONSIDERED ONE UNJUSTIFIABLE 
CRITICISM THAT ATTTACKED HIS REASONING, IF NOT HIS 
INTEGRITY, PARTICULARLY AS HE WAS OBLIGED TO MAINTIAN 
SILENCE. 

4. COMMENT: THE PRIORITY GIVEN BY SARKIS TO INDUST- 
RIAL DEVELOPMENT IS CERTAINLY LOGICAL ENOUGH IN LIGHT 
OF LONG TERM CONSIDERATIONS. IN THE SHORT TERM CON- 
TEXT, IT REMAINS TO BE SEEN HOW MUCH THE INCREASED 
INFLATIONARY PRESSURE CAUSED BY TTE DOOLLAR SALES WILL 
RESULT IN CLEAR RESTRICTIVE MEASURES UNFAVORABLE TO 
THE VERY INDUSTRIAL DEVELPMENT THAT IS DESIRED. 
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